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It is now clear to most people that in 
the m idst of our severe and 
prolonged recession, substantial 
government action to stimulate 
renewed economic activity is essen­
tial. The only debate during the first 
two months of this year nas been 
about the extent of the stimulus. 
This is a refreshing change from the 
unrelenting pressure for cuts in 
public outlays during the last 
decade.
During 1990 and the first half of 1991, 
there was a widespread expectation 
that the normal working of the busi­
ness cycle would automatically lead 
to economic recovery. It is now clear 
that that expectation was naive. The 
superficial parallels with 1982-83 do 
not exist. In 1983, four factors worked 
together to facilitate recovery: the 
global economic upswing, the end of 
the drought, the normal upswing in 
the business cycle, and stimulatory 
fiscal and monetary policy intro­
duced by both the Fraser and Hawke 
Governments.
In 1992, at best only two of those 
factors will be operating—the up­
swing in the business cycle and the 
ending of the drought. In fact, both of 
those factors are likely to operate 
only weakly; the business cycle may 
not swing upwards without a nudge 
and the drought has only ended in 
parts of Australia. The most impor­
tant factor is that the rate of growth 
of global economic activity is falling.
This is particularly noticeable in the 
United States, Japan and Germany, 
while Britain is in severe recession.
There has been a substantial reduc­
tion in nominal interest rates, though 
real interest rates have not fallen as 
far because of the decline in inflation. 
The most recent fall in interest rates 
led to a devaluation of the exchange 
rate, desirably and appropriately, but 
still not by enough. While these are 
important contributions to recovery, 
interest rate cuts alone are inade­
quate, for, as is widely noted, they are 
like pushing on a piece of string.
The November employment state­
ment was particularly well-targeted: 
on TAFE and universities, transport 
in frastru ctu re , labour m arket 
programs, research and develop­
ment, industrial development and 
trade promotion programs. Every 
one of those allocations was entirely 
appropriate. The problem was that 
the total package and each of the al­
locations for those areas was inade­
quate. The package totalled $440 
million or about $310 million net of 
the positive impact on employment.
(The week before, the British conser­
vative government also announced 
an employment package. Britain has 
a population three and a half times 
that of Australia, and is in a some­
what similar current account and fis­
cal position. Yet the British program 
was for £11 billion—that is, about $27 
billion: sixty times larger than our 
November package. If the Australian 
government were to adopt a com­
parable stance, outlays would be in­
creased by about $7.5 billion.)
So fiscal policy should be aimed in a 
similar way to the November state­
ment—that is, at programs which 
would both stim ulate economic 
growth and employment, and im­
prove national productivity and ex­
ports.
There is no shortage of high priority 
potential infrastructure projects. 
There has been little investment on 
rail for well over a decade, leaving a 
major backlog of maintenance, let 
a lone desirable im provem ents. 
M any intercity  highw ays need 
upgrading, notably the Pacific High­
way north of Newcastle. The con­
struction of urban ring roads would 
reduce delays. Provision of water 
and sewerage systems are inade­
quate in several Australian cities. A 
central element of the expansionary 
policies must be increased capital 
and recurrent expenditure on TAFE 
and universities. This year 160,000 
people who have applied for places 
in TAFE will be unsuccessful.
In all the areas of highest priority, the 
multiplier is substantial, because the 
import leakage is small. There is no 
risk of additional public sector bor­
rowing crowding out the private sec­
tor, because private borrowing is so 
flat. With a low inflation rate, we can 
provide a substantial fiscal stimulus 
and keep interest rates down at the 
same time. That need not be infla­
tionary provided the Accord con­
tinues.
Defence cuts would responsibly 
make a contribution to these outlays. 
We are currently spending more than 
four times as much per capita on 
defence than Indonesia. All major 
Western countries are cutting their 
defence outlays. The United States 
has just announced further cuts, and 
major reductions of military expen­
diture are under way in Germany 
and Britain too.
There is no case for tax cuts at a time 
when Australia should be improving 
and expanding community services, 
and we have one of the low est 
proportions of revenue collection to 
GDP amongst Western countries. An 
expenditure-wage trade-off would 
be appropriate at present; certainly 
not a tax-wage trade-off.
There is a simple theme to this memo. 
It was expressed recently by Profes­
sor Russell Mathews: "When there 
are so m any A u stralian s who 
desperately need jobs, and so many 
jobs desperately need doing, it does 
not require great ingenuity to use 
each problem as a means of solving 
the other. What is necessary is an end 
to ideologically-based policies to 
frustrate all attempts to achieve this 
result".
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